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GET SMART: LEARN THE THREE
ABOUT YOUR PENSION

1.

the

Ps

P romise

What will be my pension when I retire?
Generally the pension that you will collect at retirement under a defined benefit pension plan will depend
on how many years you work and how much you earn. Your plan administrator should be able to tell you
how much pension you have already earned (your total benefits accrued) and how much you are entitled to
if you leave the company today (your "vested" pension). If you don’t know who administers your pension
plan, ask your employer.

2.

the

P lan

What is the financial status o f my plan? Does it have enough money now to pay
all it has promised?
Your plan should be setting aside money now to pay your pension later when you retire. How much and how
fast your plan builds up its assets depends on many different assumptions the plan and its actuaries make.
Federal law requires companies to contribute a minimum amount annually to "fund" their pension plans;
however, that amount may not be enough to cover all promised pensions.
In assessing your plan’s financial status, it is important to compare the value of total plan assets to the value
of benefits promised. A plan’s funded status is the difference between the total value of plan assets and the
accumulated benefit obligation, in other words, the total benefits the plan has promised to pay. For example,
a plan is "overfunded" if its assets currently exceed its promised benefits. Conversely, a plan is "underfunded"
if its assets are less than its promised benefits.
If your plan is underfunded, it doesn’t mean that you won’t collect your pension, but it is a "red flag." If it
is significantly underfunded, you may want to discuss with your plan administrator what is being done to bring
the plan to full funding.

3.

the

P rotection

I f fo r any reason my plan can’t pay what it owes me, is my pension insured?
Most, but not all, pension benefits are insured by a federal government agency called the Pension Benefit
Guaranty Corporation (PBGC). The PBGC does not insure all types of benefits and the amount of benefit
protection is subject to certain limits. You should ask your plan administrator whether all your pension
benefits are insured.
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AICPA Urges Reforms to Shed Light on Employee Pensions;
Encourages Workers to ‘Get Smart' About Their Pensions
WASHINGTON, D.C., APRIL 2 9 , 1993 - The American Institute of Certified Public Accountants
(AICPA) today, in a statement submitted to the House Labor-Management Relations Subcommittee,
proposed specific measures to correct a shortfall in the information employees need to have about
their pensions. While the majority of pension funds are financially sound, alarming stories of lost
pensions have focused national attention on shattered dreams of retirees.

Yet despite this

heightened public awareness, many Americans don’t know the condition of their own pension funds
or even how to find out. With the AICPA proposals in place, they will no longer be in the dark.

"It’s no secret that certain segments of the pension system are in financial trouble," said Jake
Netterville, AICPA Chairman.

"But to

m illions

of Americans, the real facts about their own

pensions are not known. Every employee should know whether his or her pension plan is fully
funded, whether its investments are sound, and whether the government will pay the promised
benefits if the employer can’t."

"Americans cannot educate themselves about their pensions if they don’t have certain basic
information about their benefits and their plan. These reforms will help to assure that they do. This
will help them to be able to plan for their retirement while reducing any unexpected pension losses,"
added David Walker, Chairman, AICPA Employee Benefit Plans Committee.
-more-
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The AICPA proposals call upon the Department of Labor to enhance the information provided by
companies to employees in the Summary Annual Report (SAR) —the one source of information
required by law to be furnished annually by most pension plans. The SAR currently includes such
key information as plan asset value, income and expenses. However, it fails to provide other
disclosures essential to evaluating the financial soundness of the plan; for example: how much the
plan has promised to pay participants, whether the plan is currently funded to make good on those
commitments, whether plan benefits are insured by the government’s Pension Benefit Guaranty
Corporation, and the quality of the plan’s investments.

One of the reform proposals calls on the Labor Department to require company pension plans to
make these and other critical disclosures to employees in plain English and in a user-friendly format.
To make sure that plan sponsors comply with the annual SAR requirement, they would be required
to notify the Labor Department that they had done so.

A troubling gap in the information available to individuals covered by multi-employer plans (for
example, union-sponsored plans) would also be closed by the AICPA proposals. Under current
rules, these employees don’t have the right to find out how much pension benefit they have earned.
The AICPA believes that every employee should have the right to basic financial information about
his or her pension.

In addition, the AICPA recommends the following long-overdue reforms to improve disclosure to
workers:

■

Pension plans should be required to inform employees of significant changes to the plan on
a timely basis. Under current rules, the delay can be as long as 19 months.

■

Pension plans’ financial statements (more detailed than the SAR, filed with the Labor
Department, and available to plan participants upon request) should more prominently
disclose total amounts promised to participants. Currently, this critical information is
contained in footnotes to the financial statements, making it hard for the average reader to
assess the plan’s financial health.

-more-
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■

Audits of pension plan financial statements by independent CPAs should be full-scope audits
to make sure plan investments are audited. The law permitting plan administrators to limit
the scope of pension plan audits should be repealed. (A limited scope audit instructs
auditors not to audit certain plan investments.)

The AICPA encourages all employees to become informed about their pensions. Toward this goal,
the AICPA has prepared a list of three questions —Get Smart: Learn the Three Ps About Your
Pension —The Promise, the Plan and the Protection —which every worker can ask his or her plan
administrator.

"Something so important as your retirement security demands your personal attention. If your nest
egg is rotten, the time to find out is now, not when you retire," Walker said.

"This is the first of a number of pension initiatives that will be released by the AICPA. The Institute
is currently looking at issuing recommendations on pension plan funding laws as well as
recommendations for enhancing information regarding defined contribution pension plans, such as
401(k) plans," Walker concluded.

The AICPA is the national professional organization of CPAs with more than 310,000 members in
practice, industry, government and education.

# # #
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AICPA PENSION RECOMMENDATIONS
BRIEF DESCRIPTION

More and Better Disclosure to Employees About Their Pensions:
AICPA Recommendations in Brief

1.

The U.S. Department of Labor should enhance and expand the
information required in the Summary Annual Report to include such
fundamentals as how much the plan has promised to pay participants,
whether the plan is currently funded to make good on those
commitments, whether plan benefits are insured by the government’s
Pension Benefit Guaranty Corporation, and the quality of the plan’s
investments.

2.

The U.S. Department of Labor should monitor compliance to ensure
that plan participants receive the Summary Annual Report.

3.

The U.S. Department of Labor should ensure that every individual
member of multi-employer pension plans (for example, union-sponsored
plans) has access to information on how much benefits he or she has
earned.

4.

The U.S. Department of Labor should shorten the time allowed for
plans to notify employees of major plan changes to no more than 90
days.

5.

The Financial Accounting Standards Board should require that defined
benefit pension plans disclose the total amounts earned to plan
participants prominently in the financial statements.

6.

Congress should require pension plans to have full scope audits.
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1.

Make the Summary Annual Report More Useful and Informative to
Employees

Most employees do not receive their pension plan’s detailed annual financial statements,
which are filed with the U.S. Department of Labor. Instead they look to the Summary
Annual Report (SAR) to obtain financial information about their plan. (By law, plans must
furnish participants with an SAR.)

However, currently the SAR does not include information critical to evaluating the pension
plan’s financial health and ability to meet its obligations to participants. The information
that is provided, moreover, is often in a format that is difficult to understand. The AICPA
has a number of recommendations to make the SAR more informative and easily
understood by employees.

Specifically, the SAR should:

- disclose the total am ount prom ised to plan participants in the form o f benefits, the
accum ulated benefit obligation, as well as key actuarial assumptions used to calculate
that obligation. Right now, the S A R discloses the p lan's assets but not its pension
obligations. Seeing only how m uch money the plan has, but not how m uch it owes, the
employee cannot possibly assess the plan's financial condition.

- explicitly disclose the funding status o f the pension plan. I f the obligations o f the plan
exceed its assets, the S A R should say that the plan is underfunded and by how much.

- disclose the maximum monthly benefit guaranteed by the Pension Benefit Guaranty

2

Corporation (P B G C ). I f fo r any reason a pension plan ca n ’t m ake good on its
obligations — fo r example, because the company goes bankrupt or out o f business - the
worker’s last recourse is the P B G C , the government’s insurance policy fo r pension plans.
However, this insurance doesn’t always cover all the benefits owed to the employee.
Currently, the S A R doesn’t offer any information about insurance coverage. The S A R
should provide a detailed description o f the P B G C ’s coverage, specifying any limitations
or benefits excluded.

-disclose i f the employer is having financial trouble that could impair its ability to
contribute to the pension plan and i f the pension p la n ’s assets are concentrated in risky
investments. The employee has the right to know.

- include information on the right o f every plan participant to request information on his
or her individual benefits.

- notify the participant o f an opinion by the independent auditor o f the p la n ’s financial
statement that is other than an unqualified opinion.

Each of these disclosures is basic and should be provided to all participants. But it is just as
important that they be presented in a way that is easily understandable. Accordingly, the
Department of Labor should commence rulemaking procedures to obtain comments on
ways to enhance the information provided to plan participants in the SAR and to make it
more meaningful.
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2.

Ensure Compliance with the Summary Annual Report Requirement

The AICPA believes that the more American workers know about the condition of their
pension plans the better they can plan for their retirement. To ensure that the SAR is
prepared annually and provided to plan participants, the U.S. Department of Labor should
also require pension plans to notify it that they have furnished plan participants with an
SAR.
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3.

All Pension Plan Participants Should Have Information
On Their Individual Benefits

It’s hard to imagine a piece of pension plan information of greater interest to the employee
than how much the plan will owe him or her at retirement. Remarkably, however, not all
workers have the right to that information.

The current rules requiring pension plans to provide participants with the individual benefit
information, however, don’t apply to all pension plans. The Employee Retirement Income
Security Act (ERISA) section 105(d) calls for the Department of Labor to issue regulations
to make this requirement applicable to multi-employer pension plans. The Department
issued proposed regulations in 1979 and again in 1980, but it never finalized them.
Accordingly, members of multi-employer plans may not have the right to individual benefit
information. The Department of Labor should issue final regulations to correct this.
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4.

Workers Should Know Promptly When
Their Pension Plans Have Changed

The current rules allow an excessively long delay between the time a major change to a
pension plan is adopted and the time the employees learn about it. ERISA section
104(b)(1)(B) requires pension plans to furnish employees a "summary description of plan
amendment" not later than seven months after the end of the plan’s fiscal year in which the
change is adopted. In the extreme case, if a change is adopted on the first day of the plan
year, the plan participants would not have to be notified for 19 months.

A pension plan amendment might change the amount of benefits promised by the plan’s
sponsor; or it might change the plan’s sponsor - the company responsible for making
contributions to the fund; or the plan administrator -- the party the employee sees to
exercise his or her rights under the plan. Workers shouldn’t have to wait as much as a year
and a half to learn of those changes.

Because amendments may significantly affect participants’ benefits or the stewardship of the
pension plan, the U.S. Department of Labor should amend its regulations to require
notification of plan amendments no more than 90 days after the change is adopted.
Further, the rules are unclear as to what types of changes are significant enough to warrant
notification. The Department of Labor should issue additional guidance on what constitutes
a material modification of a pension plan.
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5.

Pension Fund Obligations Should Be Clearly Displayed
In the Financial Statements

For those employees who want to read more, detailed financial information is available in
the plan’s financial statements which are available through your plan administrator or the
U.S. Department of Labor. While the AICPA recognizes that many employees do not wish
to delve into this detail, we recommend changes in the financial statements to assist those
who do.

Many pension plans are required to file detailed annual financial statements with the U.S.
Department of Labor. One of the critical items of information contained in the annual
statements is the amount of the plan’s total benefits promised, or the accumulated benefit
obligation. Without this information, users of the financial statements can’t tell whether the
fund is underfunded or overfunded.

Current accounting rules allow the accumulated benefit obligation to be presented in the
footnotes to the financial statements. Information this important to assess the true picture
of the plan’s financial health should be more prominently displayed in the financial
statements. Accordingly, the AICPA has requested that the Financial Accounting Standards
Board, the private-sector accounting standards-setting body, revise its Statement No. 35 to
eliminate the option for footnote disclosure of the accumulated benefit obligation. More
prominent disclosure of this information would make it easier for financial statements
readers to determine the funding status of the plan.
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6.

Prohibit Limited Scope Audits of Pension Plans

Generally, pension plans with more than 100 participants must undergo an annual audit.
However, the law presently allows these audits to be of limited scope. In a limited-scope
pension plan audit, the independent accountant doesn’t audit the plan’s investment -- a
significant restriction considering that the plan’s investments constitute the bulk of its assets.

The AICPA has been on record since 1978 as stating that the scope of the audit should not
be restricted in any way. The AICPA fully supports legislation introduced this year by
Representative William J. Hughes (D-NJ) which would repeal the limited scope audit
exemption included in ERISA Section 103(a)3(C). Plan participants cannot be provided the
full assurance regarding the reliability of the financial statements contemplated by ERISA if
the audit is restricted.

Under the law, plan administrators, the Internal Revenue Service, and the Department of
Labor have responsibility to ensure the plan’s compliance with ERISA. The annual
financial statements prepared by the plan administrator and audited by the independent
accountant contribute to the monitoring activities of these parties. An audit is an important
financial discipline of the financial information reported by the plan administrator to
employees and others.
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